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THE  SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 
WASHINGTON.  O.C.  20201 

JUL   2  1393 


The  Honorable  Albert  Gore,  Jr. 
President  of  the  Senate 
Washington,  D.C.  20510 

Dear  Mr.  President: 

I  am  pleased  to  provide  you  with  this  interim  report  on  "Demonstration  Projects  to  Study  the 
Effect  of  Allowing  States  to  Extend  Medicaid  to  Pregnant  Women  and  Children  Not 
Otherwise  Qualified  to  Receive  Medicaid  Benefits."  It  was  prepared  in  response  to  section 
6407  of  the  Omnibus  Budget  Reconciliation  Act  of  1989,  (OBRA  89)  (P.L.  101-239). 
OBRA  89  provides  for  demonstrations  in  several  States  to  study  the  effects  of  extending 
benefits  under  title  XIX  of  the  Social  Security  Act  to  pregnant  women  and  children  under  the 
age  of  20  who  live  in  families  with  incomes  below  185  percent  of  the  Federal  poverty  level  and 
who  are  not  otherwise  eligible  to  receive  such  benefits.  For  each  of  the  mandated 
demonstrations,  an  evaluation  is  required  on  the  effect  of  the  project  with  respect  to:  access  to 
health  care,  private  health  care  insurance  coverage,  costs  for  health  care,  and  feasible  premium 
and  cost-sharing  policies. 

This  letter  report  focuses  on  the  development  activities  conducted  thus  far  in  pursuit  of  the 
goals  of  the  legislative  mandate  and  the  status  of  each  demonstration.  An  interim  report 
containing  a  summary  of  the  evaluations  conducted  under  section  6407  was  due  to  Congress. 
Since  the  time  required  to  ensure  State  funding,  develop  the  operational  protocols,  and 
prepare  the  waiver  documentation  extended  considerably  beyond  the  original  program 
implementation  targets,  this  report  was  similarly  delayed 

BACKGROUND 

Under  OBRA  89,  Congress  specified  the  demonstrations  should  be  operational  for  up  to 
3  years  (Fiscal  Years  (FYs)  1990,  1991,  and  1992).  The  Health  Care  Financing  Administration 
issued  a  solicitation  for  proposals  to  each  of  the  States  in  June  1990.  In  September  1990,  three 
of  the  responding  seven  States  -  Florida,  Maine,  and  Michigan  -  were  competitively  awarded 
cooperative  agreements  to  conduct  the  demonstrations. 
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Each  program  includes  a  developmental  phase,  a  3-year  operational  period,  and  a  3-month 
phase-down  period.  The  Federal  share  of  title  XIX  administrative  and  service  expenditures  for 
the  combined  projects  is  restricted  by  the  legislation  to  a  total  of  $10  million  per  year  for  each 
operational  year.  Each  State  is  subject  to  an  annual  cap  in  order  to  ensure  that  the  total 
Federal  matching  funds  do  not  exceed  the  statutory  limit.  Separate  research  and 
demonstration  funds  have  been  provided  for  evaluation-related  activities  to  facilitate  full 
cooperation  with  data  gathering  requirements,  including  during  the  developmental  and  phase- 
down  periods.  A  total  of  $483,150  in  research  and  demonstration  monies  was  made  available 
for  all  awardees  for  the  first  18  months,  and  a  total  of  $500,000  will  be  available  for  each  of 
the  remaining  years. 

A  final  report  to  Congress  is  due  on  January  1,  1994.  The  delays  in  initiating  each 
demonstration  have  resulted  in  a  funding  problem  because  the  original  legislation  specified  that 
funding  was  authorized  only  for  FYs  1990,  1991,  and  1992.  Because  the  demonstrations  were 
not  operational  for  the  entire  fiscal  year  1992,  sufficient  funds  remain  to  cover  the  costs  of 
services  and  administration  through  September  1993.  The  demonstrations  will  not  continue 
beyond  September  1993  without  additional  Congressional  authorization.  Without  such  further 
authorization  as  will  allow  the  demonstrations  to  continue,  the  value  of  these  demonstrations 
as  research  tools  will  be  severely  diminished  This  will  affect  our  ability  to  produce  a 
meaningful  final  evaluation  of  the  demonstrations  in  the  final  report  to  Congress.  We  have 
informed  members  of  Congress  about  this  situation. 

DESCRIPTION 

A  unique  strategy  for  extending  health  coverage  to  eligible  individuals  will  be  employed  in  each 
of  the  three  demonstration  sites.  The  Maine  program  comprises  the  children's  benefits  portion 
of  the  statewide  Maine  Health  Program,  enacted  in  1989,  which  provides  Medicaid-like 
coverage  to  all  residents  of  the  State  meeting  income  eligibility  criteria.  The  demonstration 
contains  a  provision  for  subsidizing  the  purchase  of  comparable  private,  employer-based  group 
coverage,  where  such  insurance  is  available  to  workers'  dependents  and  is  shown  by  the  State 
to  be  cost  effective. 

Florida  is  implementing,  in  Volusia  county,  a  school-based  insurance  package  employing 
income-related  subsidies  to  provide  preventive  and  comprehensive  services  through  a  managed- 
care  network.  Michigan  will  test  the  effectiveness  of  a  public-private  partnership  between  the 
State  and  Blue  Cross  Blue  Shield  of  Michigan  in  which  privately  donated  funds  will  contribute 
to  the  underwriting  of  a  commercial  outpatient  insurance  product.  We  have  enclosed  a 
description  of  the  design  and  current  status  of  each  demonstration. 
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This  letter  report  has  presented  key  elements  with  regard  to  the  design  and  development  of 
the  Medicaid  Extension  Demonstrations  mandated  by  OBRA  89.  Although  it  is  too  early  to 
arrive  at  any  conclusions  about  the  effectiveness  of  the  alternative  programs  in  meeting  the 
stated  goals,  it  is  clear  that  the  States  involved  are  attempting  to  establish  viable  systems  for 
providing  basic  health  care  coverage  to  previously  uninsured  pregnant  women  and  children. 
Moreover,  due  to  the  careful  planning  of  the  research  design,  the  evaluation  of  the  programs 
should  yield  important  information  regarding  the  ability  of  such  coverage  expansions  to 
enhance  access,  reduce  inappropriate  utilization,  ensure  adequate  provider  participation, 
control  costs,  and  improve  health  outcomes  of  program  enrollees. 

We  look  forward  to  working  with  Congress  to  achieve  a  better  understanding  of  these  issues. 


Sincerely, 


Enclosure 


MAINE  DEMONSTRATION 


The  demonstration  builds  upon  the  Maine  Health  Program,  enacted  in  1989,  which  provides 
Medicaid-like  benefits  to  all  adult  residents  of  the  State  whose  household  income  is  at  or 
below  95  percent  of  the  Federal  poverty  level  (FPL)  at  the  time  of  application,  and  all  children 
below  age  18  in  households  at  or  below  125  percent  of  the  FPL  at  the  time  of  application. 
Once  enrolled,  if  the  household  income  rises  above  125  percent  of  the  FPL,  individuals  and 
families  remain  eligible  for  the  program  during  a  2-year  transition  period,  as  long  as  that 
income  does  not  exceed  185  percent  of  the  FPL.  Maine's  present  Medicaid  coverage  extends 
eligibility  to  pregnant  women  and  infants  in  families  with  incomes  up  to  185  percent  of  the 
FPL. 

The  demonstration  makes  available  Federal  financial  participation  for  all  Maine  Health 
Program  benefits  to  income-eligible  children  between  the  ages  of  6  and  19.  Benefits  include 
inpatient  and  outpatient  hospital  services,  prescription  drugs,  laboratory  and  radiology  services, 
mental  health  care,  dental  health  care,  vision  care,  and  speech  and  hearing  services.  The 
demonstration  is  designed  to  enhance  outreach  efforts,  coordinate  service  delivery  and  pay- 
ment, and,  where  feasible  and  cost  effective  (as  determined  by  the  State),  to  encourage  the  use 
of  employer-based  coverage  for  dependents  of  employed  workers.  For  those  with  employer- 
based  insurance,  the  demonstration  will  provide  wrap-around  coverage  for  any  Medicaid  benef- 
its not  available  through  the  private  plan.  Special  marketing  strategies  target  adolescents, 
employers  who  have  not  provided  coverage  previously,  and  health  care  practitioners.  A  newly 
augmented  Medicaid  fee  schedule  featuring  a  resource-based  relative  value  scale  is  expected  to 
encourage  physician  participation. 

Individuals  from  families  with  incomes  under  100  percent  of  the  FPL  pay  no  premium  costs, 
while  those  with  household  incomes  between  100  percent  and  185  percent  of  the  FPL  are 
required  to  pay  an  income-related  premium.  For  those  with  family  incomes  between 
100  percent  and  125  percent  of  the  FPL,  the  cost  sharing  approximates  1.5  percent  of  income, 
while  at  the  upper  eligibility  limits,  a  3  percent  income  cap  is  imposed.  Eligibility  rules  impose 
no  limits  on  assets  and  provide  for  a  20  percent  disregard  on  earnings  plus  a  child/dependent 
person  care  deduction  of  up  to  $250  per  individual  per  month. 

The  State  will  make  a  variety  of  program  data  on  eligibility,  enrollment,  utilization,  and  cost,  as 
well  as  information  on  provider  and  employer  participation  available  for  the  evaluation  upon 
request.  The  Health  Care  Financing  Administration  (HCFA)  awarded  Maine  $294,153  in 
research  and  demonstration  (R&D)  monies  to  support  the  evaluation-related  activities  during 
the  period  from  September  1990  through  September  1993.  The  State  was  also  awarded 
$256,144  in  Federal  funds  for  demonstration  administrative  costs  and  $4,481,586  for  service 
costs  during  this  period. 


STATUS 

Program  waivers  were  approved  in  November  1991  and  made  retroactive  to 
June  14,  1991. 

Service  expenditures  for  the  period  June  1991  through  April  1993  totaled  $4,337,701. 
Enrollment  in  March  1993  was  6,500.  Other  major  service  expenditure  categories  and 
their  approximate  distribution  of  the  total  were:  (a)  general  inpatient,  16  percent; 
(b)  physician,  14.5  percent;  (c)  dental,  13  percent;  and  (d)  prescription  drugs,  8  percent. 


FLORIDA  DEMONSTRATION 

Florida  has  designed  a  School  Enrollment-Based  Health  Insurance  (SEBHI)  Program  to 
provide  low  cost  comprehensive  health  insurance  to  school  age  children  of  families  with  low 
incomes  who  do  not  otherwise  have  access  to  comparable  individual  or  group  insurance. 
SEBHI  is  a  collaborative  effort  of  the  Florida  Medicaid  Program,  the  Florida  Department  of 
Insurance  (DOI),  the  Florida  Department  of  Education,  the  Florida  Healthy  Kids  Corporation 
(FHKC),  the  University  of  Florida's  Institute  for  Child  Health  Policy,  Medimetrix  Consulting 
Group,  and  the  Florida  Health  Care  Plan  (FHCP).  Through  a  tri-party  agreement  among  the 
Florida  Medicaid  Program,  Florida  DOI,  and  FHKC,  FHKC  holds  lead  responsibility  for 
operating  the  SEBHI  project.  FHKC  is  a  private,  not-for-profit  corporation  set  up  by  the 
Florida  legislature  to  promote  children's  access  to  preventive  care  services  and  to  provide 
comprehensive  health  insurance  coverage  to  children  and  their  families.  FHKC  will  contract 
with  several  entities  to  administer  the  project. 

Using  a  formal  solicitation  process,  Volusia  County  school  district  was  selected  as  the 
demonstration  site.  On  the  basis  of  demographic  similarities,  Pasco  County  was  subsequently 
chosen  as  a  control  site.  Eligibility  for  SEBHI  is  limited  to  Volusia  County  school  children 
with  family  incomes  up  to  185  percent  of  the  FPL.  Children  in  families  having  incomes 
between  101  percent  and  130  percent  of  the  FPL  are  eligible  for  a  partial  premium  subsidy  of 
about  95  percent.  Children  in  families  with  incomes  between  131  percent  and  185  percent  of 
the  FPL  are  eligible  for  about  a  72  percent  premium  subsidy. 

It  is  estimated  that  of  the  approximately  15,000  uninsured  children  in  Volusia  County  eligible 
to  enroll  in  the  demonstration,  7,400  will  actually  do  so.  FHKC  has  contracted  with  CSX 
Technology  to  determine  eligibility,  as  well  as  maintain  a  master  eligibility  file.  FHCP,  a  mixed 
model  health  maintenance  organization  selected  competitively  as  the  demonstration  insurer, 
will  maintain  a  provider  network  sufficient  to  meet  the  service  and  quality  assurance  needs  of 
program  enrollees.  The  monthly  premium  of  $58.98  submitted  by  FHCP  with  its  winning  bid 
fell  somewhat  under  the  actuarial  rate  estimate  ($6239)  based  upon  private  insurance  costs. 
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The  primary  care  case  managed  benefit  package  is  comparable  to  commercial  group  health 
insurance  products.  Unlike  Florida  Medicaid  coverage,  some  SEBHI  benefits  require  minimal 
co-payments  meant  to  discourage  unnecessary  use  of  discretionary  services.  The  benefit 
package  includes  a  lifetime  maximum  for  all  medical  and  mental  health  services  but  imposes 
no  limit  on  either  the  number  of  physician  visits  per  day  or  prescriptions  filled  per  month. 
Rehabilitation  benefits  are  limited  to  short-term  interventions. 

HCFA  awarded  Florida  $316,549  in  R&D  monies  to  support  evaluation-related  activities 
during  the  period  from  September  1990  through  September  1993.  The  State  was  also  awarded 
$795,083  in  Federal  funds  for  demonstration  administrative  costs,  and  $3,545,235  for  service 
costs  during  this  period. 

STATUS 

The  State  originally  intended  to  implement  the  operational  phase  of  the  cooperative 
agreement  on  April  1,  1991.  Due  to  several  changes  in  the  project  design,  however,  the 
period  of  development  was  significantly  extended.  The  operational  protocol  was 
finalized  in  November  1991. 

Although  HCFA  approval  for  waivers  to  implement  the  demonstration  had  not  been 
obtained,  the  State  decided  to  permit  enrollment  to  begin  on  February  1.  However, 
Federal  funds  were  not  available  until  the  waivers  were  approved  on  March  1,  1992. 

Service  expenditures  for  the  period  March  1992  through  April  1993  totaled  $2387,000. 
Enrollment  as  of  April  1993  was  5,200. 

MICHIGAN  DEMONSTRATION 

The  Michigan  Caring  Program  for  Children  (CPC)  will  focus  on  providing  coverage  for 
otherwise  uninsured  children  and  adolescents  through  age  18.  Using  a  public-private 
partnership  arrangement  between  the  State  of  Michigan  Department  of  Social  Services 
(MDSS)  and  Blue  Cross  Blue  Shield  of  Michigan  (BCBSM),  a  limited-benefit  commercial 
insurance  product  has  been  created  to  cover  the  health  needs  of  children  who  are  living  in 
households  with  incomes  up  to  185  percent  of  the  FPL. 

MDSS  will  exercise  State  oversight  of  the  CPC  and  serve  as  liaison  with  HCFA.  The  Michigan 
Health  Care  Education  and  Research  Foundation  (MHCERF),  a  research  subsidiary  of 
BCBSM,  has  responsibility  for  the  private-side  oversight  of  the  program.  MHCERF  has 
contracted  with  BCBSM  to  administer  the  program.  MHCERF  will  work  in  cooperation  with 
BCBSM  to  raise  funds,  will  be  the  holder  of  such  funds  transferred  from  BCBSM,  and  will,  on 
a  monthly  basis,  forward  to  MDSS  amounts  needed  to  cover  the  State  share  of  premium  costs. 
In  addition  to  use  of  its  statewide  network  of  providers  for  delivery  of  care,  BCBSM  will  have 
primary  responsibility  for  the  operational  aspects  of  the  CPC,  including  eligibility 
determination,  enrollments,  marketing,  benefits  coordination,  claims  processing,  quality 
assurance,  and  maintenance  of  utilization  and  management  information  data.  The  main  thrust 
of  the  outreach  efforts  will  be  through  the  Michigan  Department  of  Education  and  the 
Michigan  Department  of  Public  Health. 
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•Funding  of  the  State  portion  of  service  costs  of  the  program  will  come  wholly  from  private 
dollars  contributed  by  various  individuals,  foundations,  corporations,  and  agencies.  BCBSM 
will  use  their  regular  physician  fee  schedule  to  reimburse  participating  physicians,  thus 
enhancing  enrollee  access  to  care.  MDSS  will  pay  an  actuarially  determined  premium  of 
$29.50  per  member  per  month  to  purchase  CPC  coverage.  Michigan  has  elected  to  waive  out- 
of-pocket  premium  costs  for  all  enrollees,  not  only  those  with  family  incomes  below  the  FPL. 
The  State  reasons  that  families  with  marginal  incomes  may  be  unable  to  purchase  even  a 
subsidized  product.  Federal  matching  funds  will  be  claimed  only  for  that  portion  of  the 
premium  which  exceeds  the  determined  income-related  contribution  for  families  with  income 
above  the  FPL. 

The  benefit  package  will  include  coverage  of  preventive  and  outpatient  services,  including 
substance  abuse  treatment  and  prescribed  drugs.  Inpatient  services  are  not  included  since  the 
program  assumes  rapid  spend-down  to  Medicaid  eligibility  in  the  event  of  hospitalization  by 
individual  participants.  A  BCBSM  preferred  provider  organization  will  be  used  for  the 
prescription  drug  benefit.  Enrollees  will  be  issued  a  BCBSM  identification  card,  thus  lessening 
any  stigma  attached  to  the  Medicaid  program. 

The  demonstration  will  be  statewide.  The  general  enrollment  strategy  will  be  first  come,  first 
served  within  each  of  nine  state  health  service  areas  (HSAs).  Each  HSA  will  be  assigned  an 
initial  allotment  of  slots  based  on  their  projected  proportion  of  the  statewide  service  need 
Concomitantly,  some  enrollments  will  occur  in  clusters  as  a  result  of  a  provision  allowing  for 
the  dedication  of  private  dollars  to  specified  multiples  of  10  or  more  persons.  Families  in 
which  one  child  is  enrolled  will  be  required  to  enroll  all  additional  eligible  siblings. 

HCFA  awarded  Michigan  $115,000  in  R&D  monies  to  support  evaluation-related  activities 
during  the  period  from  September  1990  through  September  1993.  Funds  for  evaluation 
activities  will  be  used  to  develop  and  maintain  an  auxiliary  data  system  to  capture  demographic 
information  not  previously  collected  by  BCBSM,  such  as  family  income  and  program  eligibility 
status.  All  reports  generated  by  the  management  information  system  will  be  made  available  to 
the  evaluation  contractor,  as  will  cost  and  utilization  data  (retrievable  at  the  individual 
encounter  level).  The  State  was  also  awarded  $145,400  in  Federal  funds  for  demonstration 
administrative  costs  and  $1319,126  for  service  costs  during  the  period  September  1990  through 
September  1993. 

STATUS 

Michigan  originally  intended  to  implement  the  CPC  in  April  1991.  The  development 
period  required  a  longer  time  than  anticipated,  however,  largely  due  to  fiscal  problems 
in  the  State  which  necessitated  changes  in  the  demonstration  design.  The  final 
operational  protocol  was  received  in  March  1992,  and  the  State  began  implementation 
in  September  1992. 

The  State  and  BCBSM  began  operation  of  the  CPC  program  on  October  1, 1991,  using 
only  privately  contributed  monies  to  fund  service  and  service-related  administrative 
costs.  The  first  child  was  enrolled  November  1, 1991.  Current  enrollments  are  1,500. 
There  are  presently  about  3,000  children  on  the  program  waiting  list.  Enrollments  are 
lower  than  expected  because  privately  donated  funds  are  lower  than  expected. 
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.  EVALUATION 


HCFA  competitively  awarded  a  contract  in  June  1991  to  Abt  Associates,  Inc.  (Abt),  to  conduct 
an  independent  evaluation  of  the  three  demonstrations.  The  evaluator  will  describe  each 
project  separately,  specify  the  conceptual  and  operational  differences  among  them,  identify 
data  needed  from  each  to  meet  the  study  objectives,  conduct  a  process  analysis  of  each 
program,  and  field  surveys  in  each  State  of  participating  families,  controls,  providers,  and  (in 
Maine)  employers.  Results  obtained  from  these  studies  will  be  used  in  preparing  the  report  to 
Congress,  due  January  1,  1994.  Upon  conclusion  of  the  demonstrations,  a  final  evaluation 
report  will  be  submitted  to  HCFA  giving  overall  findings  and  discussing  their  policy 
implications.  Taking  into  account  the  distinctiveness  of  the  three  demonstrations,  the 
objectives  of  the  evaluation  are  to: 

determine  the  effect  of  the  alternative  interventions  on  various  outcome  and  process 
measures  of  access  to  care,  market  penetration,  health  status,  service  use  and  treatment 
costs,  and  program  effectiveness;  and 

determine  whether  and/or  how  the  availability  of  such  coverage  alters  the  behavior  of 
consumers,  employers,  providers,  and  private  insurance  markets. 

Primary  data  collection  will  use  a  sample  frame  composed  of  applications  for  the  national 
school  lunch  program  in  each  State.  Four  samples  of  respondents  will  be  drawn  for  each  of 
the  three  sites:  (1)  a  cross-sectional  sample  of  school  lunch  enrollees  from  the  geographic 
region  exposed  to  the  program  as  stratified  by  income  required  for  eligibility;  (2)  a  cross- 
sectional  sample  of  school  lunch  enrollees  similarly  stratified  by  income  from  school  districts  in 
a  geographic  area  not  exposed  to  the  demonstration  to  serve  as  control  groups;  (3)  the  census 
of  program  enrollees  in  each  of  the  three  demonstrations;  and  (4)  a  sample  of  program 
enrollees  in  each  demonstration  stratified  by  year  of  intake  for  longitudinal  analysis. 

Telephone  interviews  and,  in  the  case  of  the  longitudinal  samples,  two  annual  follow-up  surveys 
of  the  respondents  will  capture  responses  on  various  measures  of  satisfaction  with  the  program. 
Caregiver  satisfaction  will  also  be  captured  through  surveys  of  providers,  and  selected 
employers  will  be  queried  about  the  provision  of  private  insurance  products.  Secondary  data 
from  the  claims  processing  systems  will  be  used  to  link  information  on  service  cost  and 
utilization  with  the  captured  primary  data. 

STATUS 

Abt  conducted  its  preliminary  site  visit  for  the  Maine  demonstration  in  January  1992 
and  for  the  Florida  and  Michigan  demonstrations  in  April  1992. 

Abt  is  currently  collecting  claims  information  for  all  three  demonstration  sites  and 
preparing  for  the  administration  of  a  survey  to  program  participants  and  control 
recipients  covering  the  initial  period  of  the  demonstration. 
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